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methods AND STANDARDS FOR ESTABLISHING payment RATES-INPATIEFTHOSPITAL CARE 
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Effective 7-1-95 
Date 




special PAYMENT provisions 

If a patient istransferred be- two hospitals both of which are 
paid under the prospective payment system the Department pays the transferring
hospital the lesser of: 

( 1) A per diem rate for each day of inpatient care detemined 
by dividing the hospital's appropriate payment for thecase by the State
wide average length of stay for the W ;or 

( 2 )  The hospital's appropriate Dw; payment rate. 

TN# 90-22 
supersedes
TN# 90-15 



neutrality calculation 

whenthegroupaveragecostpercaseisrebased,theDepartment
applies a factor to each hospital's group average cost per case to achieve 
budget neutrality. ?he factor is determined by: 

(i) projecting an aggregate amountthe Department e x p a s
&d be paid to hospitals in the forthcaning fiscal year wen= the 
retrospective cost reimbursment system to be in effect; 

( i i )  subtracting the amount the department expects to pay 
outside of the ERG rates; 

(iii) projecting the amountthe Department expects to pay
using the established ERG rates; 

(iv) dividing the aggregate amountin paragraph ( i i i )  by 
the net amount determined in paragraph ( i i ) .  

Effective July 1, 1989, each laxiget neutral group average cost per 
case is increased by an economic adjustmentfactor of 2.5% to establish the 
base group paymilt rates. 

If a patient is transferred between two hospitals bath of which are 
paid under the prospective payment system the departmentpays the transfezring
hospital the lesser of: 

(1) A per diem rate for each day of inpatient care determined 
by dividing the hospital's appropriate DRG payment for the case by the 
Statewide average length of stay for the DRG; or 

( 2 )  The hospital's appropriate MZG payment rate. 
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METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATES-INPATIENT HOSPITAL 

CARE 


If a hospital is approved to provide drug and alcoholservices by the Department of Health, 
Office of Drug and Alcohol Programs, but the services are not provided in a distinct part unit, the 
Department pays the full DRGrate for inpatient hospital stay. 

Medical Rehabilitation Services 

The Department will pay an acute carehospital for medical rehabilitation services only if 
they are provided in conjunction with an acute care service. Payment for rehabilitation services will be 
made only to an enrolled distinct part medical rehabilitation unit or freestanding rehabilitation hospital. 

THE OUT-OF-STATE HOSPITAL PAYMENTS 

General hospitals 

Except as otherwise provided in the State Plan, for inpatient hospital services provided by 
an out-of-state acute care general hospital, the Department pays the lower of: 

(1) Theamount of chargesbilledby the hospital; or 

(2) The Statewide average DRG payment rate, includingthe Statewide 
prospective capital add-on amount. 

An out-of-state acute care general hospital that treats in any one fiscal yearmore than 400 
Pennsylvania medical assistance inpatient cases shall be paid in accordance with methods andstandards 
applied to in-state inpatient hospitals for acute care services. For purposes of determining eligibility for the 
disproportionate share payment adjustment, the Departmentwill utilize all of the Medicaid eligible days 
reported by a hospital. 

An out-of-state acute care general hospital located in a state contiguous to Pennsylvania 
shall be paid inaccordance with methods and standards applied to in-state inpatient hospitals, subject to all 
of the following conditions: 

(1) The hospital must be licensed asa hospitalandenrolledasa provider in 
the Medicaid program in the state in which it is located. 

(2) Thehospital must beenrolledasa provider type 11in Pennsylvania’s 
Medical assitanceProgram. 

(3) For Fiscal Years 1992-93,1993-94and1994-95,thehospital must have 
had at least 100inpatient admissions of Pennsylvania medical assistance recipients, and a minimum of 95 
percent ofthat total number must berecipients under 21 years of age. 

TN# 96-1 1 

Supersedes

TN# 93-017 Approval
Date y-//-9 7 Effective Date 9-1-96 
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CARE 

In no case will the Department's paymentrate be based on costs which are precluded from 
recognition by the Social Security Act. 

The State regulation adopted at 55 Pa. Code 1163.65 published in the Pennsylvania 
Bulletin, Vol. 20, No. 22,June 2,1990, shall not apply to West Virginia University Hospitals, Inc. 

TN# 96-1 1 
Supersedes 
TN#NewApproval Date T - / / - y  7 Effective Date 09/01/96 



COST REIMBURSED HOSPITAL, PAYMENT SYSTEM 

The Department'srateof reimbursement for inpa t ien thospi ta l  
s e rv i ces  exempted from b o t h  theacute care generalhospitalprospective 
payment system and theprospectivepsychiatric payment system is that r a t e  
determined by theDepartmentto be reasonableandadequateto meet thecostan 
e f f i c i e n t l y  andeconomicallyoperatedfacil i ty must i n c u r  i n  providing 
se rv ices  i n  accordance w i t h  appl icable  federa l  and State laws, regula t ions  and 
q u a l i t y  and s a f e t y  standards 

The Department 'sf inalrate  of payment for  cost reimbursedinpatient 
hospi ta l  care is bawd on a retrospectivedeterminationofreasonablecost i n  
accordance w i t h  medicare pr inciples  unless  otherwise spec i f ied  below and is 
sub jec t  t o  spec i f i c  limits on theaudited rate as set bythedepartment 

Malpracticeinsurancecosts. The D e p a r t r e n t  does notfollow t h e  
subs t ance  o r  r e t roac t iv i ty  o f  the malpractice i n s u r a n c e  c o s t s  r u l e  e s t ab l i shed  
by 51 F.R. 11142 (Apri l  1, 1986).Malpracticeinsurance costs should be 
included i n  the administrative and general  cost center and allocated according 
to established procedures.  

Reasonable c o s t  f o r  MA i npa t i en t  care is computed usingtheMedicare 
( T i t l e  XVIII) re t rospec t ivereasonablecos tpr inc ip les ,  i f  thehospi ta l  is 
pa r t i c ipa t ing  i n  that program. Hospi ta ls  n o t  par t ic ipa t ingin  the Medicare 
Program m y  elect  to  use theretrospect ive method prescr ibed  for  Medicare 
p a r t i c i p a n t s  o r  a s impl i f ied  method known a s  t h e  Gross RCC (Rat io  of Costto 
charges ) method method 

Pr ior  to  a settlementbased on audi ted  c o s t s  and charges,  the 
Departmentpays cost reimbursedhospitals and cost reimbursedhospital u n i t s  
an i n t e r i m  per diem rate for inpatientservicesprovidedtomedicalAssistance 
r e c i p i e n t s  The inter imper  diem rate, exclusive ofanydisproportionat2 
sharepayrentadjustmentpaid by the department m y  not exceedthecoiling 
which  is the h o s p i t a l ' s  interim per diem rate fortheprecedingfiscalyear  
increased by a factor determined by the &par treatment 

The  Departrent makes a re t roac t ive  payrent  for f i n a l  settlement a f t e r  
t h e  h o s p i t a l ' s  c a s t  r e p o r t  has been audi ted  by the Auditor General and 
reasonable  costs  havebeen & & m i n e d  as  spec i f i ed  above under CostFinding. 
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l imits to final payments 

The Department's payment for Inpattent hospital services including acute care general hospitals 
and their distinct part units private psychiatric hospitals and freestanding rehabilitation hospitals) may not 
exceed In the aggregate, the amount that would be paid for those services under medicare principles of 
reimbursement 

The Department's payment, exclusive of any disproportionate share payment adjustment, may not 
exceed the hospital's customary charges to the general public for the services 

The Department will not pay a finalaudited per diem rate for the hospital or hospital unit that 
exceeds the ceiling which IS the hospitals audited per diem rate for the hospital or hospital unit for the 
preceding fiscal year increased for inflation by the following inflation factors 

(1) 5.6 percentto account for fiscal Year 1988-89Inflation 

(2) 5.0 percent to account for Fiscal Year 1989-90Inflation 

(3) 5.3 percent to account for fiscal Year 1990-91Inflation 

(4) 5 2 percent to account for fiscal Year 1991-92Inflation 

(5) 4 6 percent to account for fiscal Year 1992-93 inflation. 

(6) 4 3 percent to account for fiscal Year 1993-94 inflation 

Thls inflatton factor IS applied effectwe July 1, 1993,for all Inpatient rehabilitation facilities whim 
qualified for a disproportionate share payment, exclusive of supplemental disproportionate share 
payments, In fiscal Year 1992-93 The Inflation factor IS applied effectwe January 1, 1994,for other 
inpatlent rehabilitation facilities 

(7 )  For the period January 1 1995 through December 31. 1995. the amount 
determined under (6)will be Increased by 3 7 percent 

(8 )  For the period January 1 1996 through December 31 1996. theamount 
determined under (7) will be multiplied by 95 

(9) For the period January 1 ,  1997 through December31.1997. theamount 
determined under (8) will be Increased by 2 percent 

For the period January 1.  1996 through December 31, 1996.the Department limits interim are2 

final payment to rehabilitation providers to S935 89 per day For the period January 1, 1997 through 
December 31 1997, the Department limits Interim and final payment to rehabilitation providers to S9Z' 54 
per day 

Supersedes 
95-17 Approval d a t e  jun 12 1999 Date January 1 '236 
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Nonailowable depreciation and Interest Costs 

The following limitations will apply except In cases In which the Department finds It necessary :s 
take measures to assure the avai lable of rehabilitation services to medicaid recipients In such cases 
the Department may reimburse rehabilitation facilities solely under Medicare cost reimbursement 
priciples 

capital costs for new or additional beds, for all providers exempt from the prospective payment 
system. are not allowable under the Medical Assstance Program unless they meet the applicable 
conditions specified below 

(1) For rehabilitation hospitals capital costs are nonallowable unless the hospital was constructed 
prior to July 1 ,  1983, or was Issued a Section 1122 approval letter, a certificate of Need, or a letter of 
nonreviewability by the Department of Health prior to July 1, 1983. 

(2) For distinct part drug and alcohol rehabilitation units of general hospitals and rehabilitation 
hospitals not covered under (I),capital costs are nonallowable unless a certification of Need for the new 
or additional beds or a letter of nonreviewability had been issued by the Department of Health prior to 
July 1, 1986. 

(3) For distinct part medical rehabilitation units of general hospitals, capital costs are 
nonallowable unless, 

( 1 )  the new or additional beds wereplaced In servicepriorto July 1, 1988,and are 
located In a medical rehabilitation unit which was enrolled In the Medical Assistance Program with an 
effectwe date no later than July 1 1988. or 

(II) aSection 1122 approval letter, aCertificateof Need,or aletter of 
nonreviewability for the beds was Issued by the Department of Health prior to July 1, 1988 

Supersedes 

TN# 95-17 effective Date January 1 ' 2-36 



